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From: Director, Navy Internationd Programs Office

Subj:  PRICING ISSUES IN FOREIGN MILITARY SALES CONTRACTS

End: (1) Memorandum From the Under Secretary of Defense (Acquistion and
Technology)

1. The atached memorandum from the Under Secretary of Defense reinforces the
Depatment’s policy that a foreign government price competition, which results in the
sdection of a U.S. system, is the determining factor for the price to be paid.

2. Reguest you ensure dl cognizant people within your command read the attached
memorandum.

3. The Navy 1PO point of contact concerning this issue is Mr. J. P. Hoefling (IPO-02R/P)
a 202-764-2406, emal: Hoefling.John@hq.navy.mil.

J. 1. MASLOWSKI

Digtribution:
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THE UNDER SECRETARY OF DEFENSE

3010 DEFENSE PENTAGON
WASHINGTON, DC 20301-3010

SEP 2 7 2000

ACQGUISITION AND
TECHNOLOGY

MEMORANDUM FOR SECRETARIES OF THE M LI TARY DEPARTMENTS
ATTN.  SERVICE ACQUISITION  EXECUTI VES

Subj ect : Pricing Issues in Foreign Mlitary Sales Contracts

I want to reinforce the Departnent's policy on the
subm ssion of certified cost or pricing data in conpetitively
priced foreign mlitary sales contracts. Last July, the
Director of Defense Procurenent clarified DoD s requirenent for
pricing foreign mlitary sales contracts. \Wen foreign
governments conduct a conpetition for a weapon system and a US.
systemis selected, that conpetition should determ ne the price
to be paid. This is true even if the sale is then processed as
a foreign mlitary sale and even if DoD is buying the same item
sole source. If the contracting officer determnes that
adequate price conpetition has occurred, the subm ssion of
certified cost or pricing data shall not be required.

This policy was incorporated into the Defense Federa
Acqui sition Regulation Supplenent (DFARS) at 225.7303(b). | am
attaching copies of the July 13, 1999, nenorandum and DFARS
225.7303(b). Please forward this information to those in your
organi zation who deal with foreign mlitary sales in order to
ensure they aware of the Department's policy.

J. S. Gangler

Attachnents:
As stated



OFFICE OF THE UNDER SECRETARY OF DEFENSE

3000 DEFENSE PENTAGON
WASHINGTON OC 20301-3000

July 13, 1999

ACOUIBITION AND
TECHNOLOGY

DP/CPF

MEMORANDUM FOR DI RECTGRS OF DEFENSE AGENCI ES
DEPUTY FOR AcQursiTION AND BUSI NESS MANAGEMENT,

ASN {RD&A} /ABM
DEPUTY ASS STANT SECRETARY OF AIR FORCE

{CONTRACTING)
PEPUTY ASS|I STANT SECRETARY OF THE ARMY {PROCUREMENT)

EXECUTIVE Dl RECTOR FOR PROCUREMENT MANAGEMENT
(DLSC/DLA)

subj ect : Pricing Issues in Foreign Military Sales Contracts

| want to clarify the requirements for pricing foreign
mlitary sales (FMs) contracts, including the treatment of. oftgset

coats.

In today's global marketplace, there is significant

campetition for sales of military equi pnent, with U.8. systems
competing against fore| gn systems and other U.S. systens (for
exanple, F-15 vs. F-16) to neat foreign governments’ requirements.
".In these Situations, conpetitions run.by foreign governments shoul d
determine the price to be paid. Thie is 'true even if the sale to
the foreign government is then processed as a foreignnilitary sale
- and.even I DoD is buying the same item Sol € mource. The
contracting officer should coneult With the foreign geovernment
‘through security assistance personnel to determine whether adequat e
price conpetition occurred. '|f mo, thism neets the requirement Of
FAR 15.403-1{b){1), Which atataa that the submission of certified
‘cost or pricing data shall not ‘bhe required when thecontract price
{8 based on adequate price conpetition. No further data to support
t:he prica should be request ed.

In pricing nonconpetitive FM$ contracts where cost or pricing
.data iw obtained, DFARS 225.7303-2(a) instructs contracting
officers t0 recognize thereasonabl e and allocable costs of doing
business with a foreign government, including offset implementation
cogta. .except whem the purchase is financed with funds made
.available .on a nonrepayable basis. |N 1995, the language at DFARS
" 225.7303-2(a) (3) wae changed {0 allow all costs of implementing an
offisat aQr eenent. There ® PPOrr t0 be differances in NOW this

&

ATTACHVENT (1)

b p—



lapguage | S beinginterpreted and inplenented. Contracting

offrcers should treat all offset costs as allowable F¥M§ contract
costs. To disallow such costs meansthat U s. conpani es nust

absorb offset costs that axe required by the foreign government as
a condition of making the sale. It is only reasonable that foreign
government6 that require offsets should bear the costs of those

offsets. :

El eanor R Spector
Director. Defense Procurenent




Attachment1

225.7303Pricing ¢ SUSKSHIXOED ror mus.

(a) Price fMS contracts using the same principles as are
used in pricing other defense contracts. Application of tne
pricing principles in Far Parts 15 and 31 to an FMS contract

result in
prices that differ from other defense contract prices for the

same item due to the considerations in this section.

may

{b) If the foreign government has conducted a conpetition
rasulting i n adequate price competition (see FAR 15.403-
1 (» (1)), the contracting officer must NOt require the

submission of cost or pricing . _
data. The contracting officer should consult wth the foreign
govermment t hr ough security assistance personnel {0 determine if

adaquate pricea compatition has occurred.

ATTACHMENT (%)



